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CONEIDENTIAL STATE 150758 

E.O. 1 1652: GDS 
TAGS: ETRD, CA 

SUBJECT: CANADIAN PLANS EOR AUTO INVESTMENT INDUCEMENTS 
REF: OTTAWA 2671, KOPP-PLACKE TELCON 

1. WE APPRECIATE AMBASSADOR'S EEEORTS TO DISCOURAGE 
ONTARIO AND GOC OFEICIALS EROM ESTABLISHING PROGRAM OF 
GRANTS AND INVESTMENT SUBSIDIES TO INDUCE AUTOMOTIVE 
INDUSTRY TO INCREASE INVESTMENTS IN CANADA. 

2. REETEL REQUESTED WASHINGTON ASSESSMENT OF PROSPECTS 
EOR MTN CODE ON SUBSIDIES AND COUNTERVAILING MEASURES. 
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CURRENT WORK ON CODE ENVISAGES DIEEERENT INTERNATIONAL 
PROVISIONS GOVERNING USE OE INTERNAL AS OPPOSED TO EXPORT 
SUBSIDIES. ONLY EXPORT SUBSIDIES ON NON-PRIMARY PRODUCTS 
WOULD BE SUBJECT TO HARD GATT OBLIGATIONS PROHIBITING 
THEIR USE. AUTO INVESTMENT INDUCEMENTS UNDER PREPARATION 
BY GOC WOULD BE CONSIDERED AS INTERNAL SUBSIDY UNDER 
CODE AND NOT SUBJECT TO THE SAME OBLIGATIONS AS EXPORT 
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SUBSIDIES. SIGNATORIES WILL, HOWEVER, BE ASKED TO QUOTE 
SEEK TO AVOID CAUSING SERIOUS PREJUDICE TO INTERESTS OF 
OTHERS END QUOTE THROUGH USE OE SUCH SUBSIDIES. IMPROVED 
RULES AND PROCEDURES FOR THE IMPOSITION OP COUNTERVAILING 
DUTIES AND OTHER MEASURES TO OFFSET THE TRADE EFFECTS OF 

SUBSIDIES SHOULD IMPROVE DISCIPLINE OVER THE USE OF IN- 
TERNAL SUBSIDIES DESPITE THE LACK OP HARD OBLIGATIONS. 

USG RECOGNIZES THAT IF US IDEAS IN SUBSIDY/COUNTERVAIL 
ARE ADOPTED, CERTAIN US PRACTICES, PERHAPS INCLUDING 
STATE AND LOCAL INDUCEMENTS TO INVESTMENT, MIGHT BE 
COUNTERVAILABLE. 

3. AMBASSADOR AND/OR EMBASSY OFFICIALS ARE ENCOURAGED TO 
CONTINUE DIALOGUE WITH CANADIAN OPFICIALS ON AUTO PACT 
RELATED ISSUES, USING SAME APPROACH AS REPORTED REFTEL. 
GIVEN WIDESPREAD CRITICISM OF AUTO PACT IN CANADA AND 
PRESSURES ON GOC TO REDUCE BILATERAL AUTO PARTS TRADE 
DEFICIT, WE SHARE AMBASSADOR'S VIEW THAT CANADIAN 
OFPICIALS MUST BE REMINDED REGULARLY OF U.S. CONCERNS AND 
POSSIBLE REACTIONS IN US TO CANADIAN MEASURES. COLLECTIVE 
IMPACT OF PROPOSED INCENTIVES, EXPANSION OF AUTO PARTS 
DUTY REMISSION PROGRAM, AND JAWBONING OF MOTOR VEHICLES 
MANUFACTURERS INCREASES RISK OF NEGATIVE REACTION. 
SMALLER U.S. AUTO PARTS MANUFACTURERS MAY SEEK RELIEF 
BY: I) FILING PETITIONS FOR IMPOSITION OF COUNTERVAILING 
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DUTIES OR 2) ALLEGING UNPAIR TRADE PRACTICES UNDER 
SECTION 301. CANADIAN ACTIONS ALSO COULD PROMPT PRES- 
SURES FOR CONGRESSIONAL REVIEW OF AUTO PACT. 

4. IN DISCUSSIONS EMBASSY ALSO MAY WISH TO REMIND 
CANADIANS THAT WE CONTINUE TO BELIEVE THE COMPETITIVENESS 
OF NORTH AMERICAN AUTOMOTIVE INDUSTRY IN LONG TERM 
DEPENDS ON COMPANIES' ABILITY TO MAKE DECISIONS, INCLUDING 
TIMING AND LOCATION OF INVESTMENTS, ON ECONOMIC GROUNDS. 
INVESTMENT INDUCEMENTS OPFERED BY U.S. STATES AND 
LOCALITIES: A) EXISTED LONG BEFORE AUTO PACT; B) DO NOT 
HAVE SECTORAL OBJECTIVES; AND C) ARE NOT THE MAIN 
DETERMINANT OF WHERE PLANTS ARE LOCATED. RECENT DE- 
VALUATION OP CANADIAN DOLLAR SHOULD MAKE INVESTMENT 

IN CANADA AND PURCHASE OF CANADIAN PRODUCTS MORE ATTRAC- 
TIVE. MOTOR VEHICLE MANUFACTURERS APPEAR TO HAVE LIVED 
UP TO TERMS OF AUTO PACT SO FAR, ACTING AS GOOD CORPORATE 
CITIZENS OP BOTH COUNTRIES, AND ARE UNLIKELY TO BEGIN 
SKEWING INVESTMENT TOWARDS UNITED STATES AS SOME 
CANADIAN OPINION FEARS. CHRISTOPHER 
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